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Lewis and the Classicis ts

Gustav Ranis
John C.H. Fei

I.

Introduct ion
recent revival of concern with developme nt in the so-called

The

"overseas territori es," after 150 years of virtual neglect, will
undoubted ly be recorded some day as one of the transcend ental events
of the post-war era.

This phenomenon undoubted ly had much to do with

fundamen tal changes in the political map of the world.

But the "academic

scribbler " who will be among those most remembered in that context will
just as undoubted ly be the man being honored in this volume.

Both by

means of his sometimes neglected encyclopa edic contribut ion,The Theory
1
of Economic Growth, which managed to touch virtually every base and
yet convey important insights, and via his celebrate d "unlimite d supplies
2
of labor" articles, Arthur Lewis has been heavily responsib le for imbuing

this subject of inquiry with renewed respectab ility and intellect ual
His contribut ions to a deeper understan ding of history, of

vigor.

developme nt planning, of North-Sou th relations , even of the philoso
phical underpinn ings of growth as a desirable objective , are many-and have been expounded , by Bhagwati and Findlay, earlier in this
volume.

But what we would like to focus on here is Lewis' major

single intellect ual contribut ion seen in the context of both its

.

Classical roots and its modern analytica l extension s.
1

London: Allen & Unwin, 1955.

2

The Mancheste r School, May 1954 and January 1958.
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That central idea, the notion of a dualistic economy, with its
traditional sector containing a pool of surplus labor setting labor
supply conditions for the capitalistic sector is indeed almost annoyingly
simple--thus uniquely elegant.

In that sense it reminds us very much

of the consumption function which occupies a similar central role in
the Keynesian system.

Few of our own contemporaries indeed have demon

strated anything approaching the same "feel" for analyzing history
with the help of simple analytical constructs without which all the
heavy equipment of modern-day economics may in the end yield very
little.

Lewis indeed belongs to a tradition of basically literary

economists which is unfortunately about to become an endangered
species.
Both in the choice of subject matter and in the method of analy
sis Arthur Lewis is clearly more comfortable in the company of the
Classicists.

But while it is generally recognized that he deserves

major credit for re-introducing us to the Classical took kit it is
our contention that he deserves even more credit for applying those
tools to a really rather different problem and in a rather different
historical and analytical context.
all of the voluminous

We will also conclude that not

literature to which his seminal contribution

gave rise has been fundamentally constructive.

II.

Lewis and the Classicists: Roots and Differences

In ~valuating Lewis' contribution in leading us back into the
" Classical fold we will find it helpful to relate it to Simon Kuznets'
idea of modern economic growth.

According to Kuznets,

1

the industrial

¾todern Economic Growth: Rate Structure and Spread, Yale University
Press, 1966.
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revolution which spread through Western Europe in the last quart.er
of the 18th century was a major event marking off rather sharply
two major phases of growth, that of a long historical epoch of
agrarianism which preceded it, and that of modern economic growth
which followed.

The characteristics of modern economic growth

include the systematic application of science and technology to
industrial production, an acceleration of growth, major structural
change, and the diffusion of the process across countries.
As is well known, the so-called stylized facts of modern
economic growth seemed to first take hold in England, then spread
to the Continent, from there to some of the late-comer countries,
including Germany, the United States, Japan and Russia during the
19th and early 20th centuries.

Only after World War II, with

the exception of some earlier Latin American cases, did the so-called
developing countries begin their own efforts to reach the modern
growth epoch.
Lewis' writings, like much of the work of the so-called
contemporary development economists, is really directed towards
an understanding of transition growth through which societies
endeavor to move between the sharply contrasting regimes of
agrarian

colonialism and modern economic growth.

Such a period

may last approximately fifty years, as in the case of England
between 1775 and 1825,or the case of Japan between 1870 and 1920.
Over the\three post-war decades a number of third world countries
have similarly registered a major try at achieving successful
transition.
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These two historical efforts, one in the "West" and one in the
"South" are very relevant to our discussion of Lewis and the Classical
tradition, for the .obvious reason that theories relevant to any such
change are likely to develop during any such period of upheaval.

Smith,

Ricardo and Malthus' growth theory was developed at the end of the
18th century, as was Lewis' during the past thirty years.

While the

physiocrats described the more or less constant rules of the game
during the long agrarian epoch, and growth theorists in the post
Keynesian tradition described behavior in the steady state of advanced
industrial societies, the Classicists and Lewis were really engaged
in analyzing the transition process from one to the other, if from
a somewhat different perspective.
One major difference is that Lewis' analysis is really heavily
based on the existence of organizational dualism which, in the case
of successful transition, ultimately yields to organizational one
sector homogeneity.

While Lewis does not employ this terminology,

his two ;ectors, the traditional and the capitalistic, are essentially
marked off by differences in their institutional/organizational
behavior--one emphasizing sharing rules of distribution, the other
competitive rules under profit maximization.

In the case of the

Classicists, on the other hand, such a differentiation is not made,
largely because they wrote under the influence of the world as they
saw it, i.e. one which was heavily agricultural but also capitalistic.
The Cla~icists were essentially production-oriented and worried
about the inability of the agricultural sector to overcome the drag
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of Malthusian population pressures and thus generate the savings
required for the sustained growth of non-agricultural activity.
A second difference may be noted with respect to the identi
fication of evolutionary sub-phases of growth during the transition
period.

In the Classical context we encounter the famous long-

run stagnation thesis towards which the system is gravitating, with
an essentially heavily pessimistic pall covering the proceedings.
Looking back over more than 9000 years of settled agricultural
life under the long agrarian epoch, the Classicists clearly saw
non--agricultural activity as little more than a temporary "blib"
on the body economic.

While they discussed industrial activity-

and Smith, more than the others, perceived a certain potential
dynamism there, associated with economies of scale--the focus of
most of the analytics was the land; and the predominant view was
that the land was not about to lose its dominant grasp over the
economic fate of mankind.

The preponderantly pessimistic conclu

sions of the Classical school can be traced in large part to this
essentially agrarian one-sector view of the world, especially
when that one sector's own prognosis was not viewed as favorable.
For Lewis, quite in contrast, the definition of different
phases of growth is crucial, because he is essentially engaged
in depicting the metamorphosis of the system from a preponderantly
traditional to a preponderantly capitalistic set of rules of the
game.

Tpts, plus the fact that he is basically optimistic about

the outcome, marks him off sharply from his Classical mentors.
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He, of course, had the benefit of hindsig ht provided by almost two
centurie s of success ful transiti on growth in the now advanced
countrie s of the world.

But it was his general view not only that

the contemp orary developi ng economy, like its predece ssors, could
move from a predomi nantly traditio nal to capital istic organiz ation
via a turning point landmark , but also that the chances of achievin g
such a goal, i.e. for the continue d spread of the modern growth
phenomenon, were substan tial.
There are unfortu nately, few, if any, developm ent economi sts
who have studied the Classica l writers as carefull y as Arthur Lewis
has.

Because of his dusting off of analytic al tools which had

fallen into disuse and his contribu tion to the revival of interes t
in the age-old problem of developm ent, the facile assumpt ion has
often been made that Lewisstm ply accepted and then built upon the
Classic al foundat ions.

In fact, however , while no one will deny

Lewis' Classic al roots, the differen ces we have already briefly
noted above are as importa nt, and instruc tive, as the common heritag e.
They are based on at least three factors, all relating to Lewis'
historic al advantag e: the benefit of being able to take into account
actual global experien ce since the last quarter of the 18th century ;
a differen t view of the role and importan ce of science and technolo gy;
and a differe nt conceptu al and practic al view of capital formatio n.
The Classic al economi sts were writing at the time of a great
flurry oi a new kind of economic activity , in textiles , in textile
machine ry, etc., organize d under a mass producti on factory system.
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It focussed attention for the first time on non-agric ultural activitie s
and on the so-called urban employment problem which might accompany
developme nt.

This break with the relative tranquili ty of the agrarian

society of the middle ages and with the regularit ies of a well under
stood system as portrayed in the physiocra ts' tableau economiqu e, led
them, however, to believe that this was but a transient deviation from
the norm rather than a fundamen tal change in the rules of the game.
Their basic conclusio n was that the new urban centered activitie s would
not turn out to be a permanent feature and that agricultu re would
continue as the main-stay , i.e. that sooner or later England would
probably revert to the type of peaceful agrarianis m which was part
and parcel of contempo rary Europe's historica l experienc e.
They were, of course, proved wrong in this overall predictio ~,
partly because of Engel's Law but mainly because they underestim ated
the potentia lities of science and technolog y in overcomin g what they
believed to be a·system 's overwhelm ing natural resource constrain ts.
That the,not always causally clear,int eraction between science and
technolog y would not only render the predictio ns for longer term
agricultu ral stagnatio n irrelevan t but prove a major feature of
sustained non-agric ultural growth was, of course, difficult to anti
cipate.

How could they know, as Lewis did, observing the world

many years later, that the flurry of industria l activity being
observed was really more than a temporary departure but marked the

.

arrival of- the modem growth epoch.
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Lewis' relative optimism on the possibility of reaching the
The fact

promised land of modem growth stands in sharp contrast.

that his was basically a dynamic theory taking the economy through
various sub-phases of growth has usually been ignored.

His famous

unlimited supply of labor diagrams really indicated two phases,
the first characterized by the relative constancy of the real wage,
and the second by a substantial increase in the real wage.

The

essential message that cut through all this was that a labor surplus
economy can be successful when it ultimately experiences a meta
morphosis from one to the other state in its transition to modern
growth.

The fact that the economy is likely to throw off its

initial economic/geographic constraints, with technology change
overcoming demographic pressures over time, and evolve into a situa
tion where the real wage can increase in a sustained fashion is clearly
an optimistic view and a far cry from the long run stagnation thesis
in the Classical tradition.
Lewis' greater faith in the power of science and technology to
overcome not only the initial unfavorable endowment situation but
also rising population pressures over time is clearly related to his
adoption of a more realistic and modern concept of capital accumulation.
While the Classical school still focussed heavily on agriculture and
on the circulatory or wages fund type of capital accumulation, Lewis
accepted the view that fixed capital,represented by machinery, plant
and equipment etc. is likely to be more important and, moreover,
essential for "carrying" the new processes and product designs resulting
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from the advances of science and technolog y.

Finally, the successfu l

demograph ic transitio n of Western Europe provided evidence that popu
lation growth, while a formidabl e obstacle- -and presumabl y much more
so in more over populated regions impacted by modern health and sani
tation methods-- could be overcome by the forces of capital accumulat ion
and technolog y change. It is really small wonder that, in the light
of past "Western" performan ce, Lewis could favorably assess the
prospects for success in the post-war "Southern " transitio n effort.
Lewis' unlimited supply curve of labor, first only gently and
then steeply sloping, constitut es, -moreover, more than just an optimisti c
predictio n.

It constitut es at the same time an important behavior istic

hypothes is with large operation al significa nce.

An approach to real

wage constancy in the first phase really represent s behaviora l tools
which simplify the analysis of the functiona l distribut ion of income,
always an integral part of growth theory, especiall y when growth is
thought of as of the savings pushed variety.

Classical economist s

envisione d an increasin g dosage of labor and capital, as a wages fund,
applied to a fixed amount of land and leading to diminishi ng marginal
productiv ity and an ever increasin g rental share.

In the Classical ,

especiall y the Ricardo, world this rental share is wasted in consump
tion by the labor aristocra cy, while the rate of return to labor cum
capital keeps falling steadily.

When it finally comes to the battle

between labor and capital, since the wages are kept constant by
instituti; onal forces, the rate of return to capital must decline.
Hence, with profits as the exclusive source of savings, stagnatio n
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inevitably results.

In this way, the constancy of the real wage in

the hands of the Classical economists is a simplifying hypothesis
integral to the theory of the functional distribution of income.

It

is needed as the foundation of Classical capital accumulation and
growth theory.
There is little doubt ~hat the constancy of the real wage plays
a similar role in the Lewis system.

The simplifying assumption

about the real wage leads to a simple version of functional distri
bution theory and of savings and inevitably to the turning point and
phase two.

Before the turning point the constancy of the real wage

implies natural austerity contributing favorably to the generation
of a larger volume of profits and thus savings, thus in turn rendering
the arrival of the turning point more likely.

Once the elastic supply

curve of labor ends and the real wage begins to increase markedly
the rules of functional distribution and the rules of savings, as
Lewis puts it, begin to change.

In this fashion, the same view of

the functional distribution of income problem commits Lewis to arrive
at a more optimistic vision of successful transition growth which,
unlike the Classical thesis, is in fact fully borne out by the
contemporary facts in many of the more successful labor surplus
contemporary LDCs, e.g. the East Asian "Gang of Four."

III.

Lewis and the Classicists: Extensions and Controversy
By proudly accepting his Classical heritage Professor Lewis
~

-

also inherited what appear to some modern economists two flaws within
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the system, namely the aforementioned ambiguity about dualism itself
and the indeterminancy of real wages.

These "flaws" have proven a

source of unnecessary misunderstanding and irritation, but also at
times a blessing in disguise as they have led to some helpful clari
fications and extensions of the debate and advanced our understanding
of the development problem.

We, finally, turn to a more detailed

illustration of this general point.
The term "dualism" is one of the more overburdened and misused
terms in economics as well as in anthropology

and sociology.

When

Professor Lewis speaks of dualism or a two-sector world he starts
with the simple coexistence of two production sectors, which differ
in organizational rules only.

To others, including many of Lewis'

followers, dualism meant specifically a division into agricultural
and non-agricultural activities, in a mode familiar to analytical
economists in the two sector neo-classical trade theory context.
Lewis'· organizational dualism as between a traditional and a capita
listic sector may or may not completely map into the notion of
agricultural and non-agricultural sectors.

The capitalistic sector

is characterized by contractual hiring of labor in order to maximize
profits while the production unit in the traditional sector coincides
practically with the household decision making unit containing members
glued together by kinship or some other non purely economic relations.
The distinction between non-economic and economic arguments is drawn
much mote- sharply in modern economics, the essential point being
that the particular coDllJlodities produced is not what constitutes
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the essential ingredient in the dichotomy, while the method of organi
zation as between traditional and capitalistic certainly is~
By modern standards the Classical growth model is, of course,
ambiguous with respect to dualism.

The very fact that overall

economic stagnation was traced to the shortage of land relative to
population betrays the fact that agricultural production is viewed
as the dominant production sector and that the nature of the product
centrally matters.

The urban centered industrial production story

is thus really marginal and relatively unimportant in most Classical
writings.

Modern economists presenting the Classical model to a

group of graduate students,in fact,often feel somewhat uncomfortable
because the formal operational relationships between the dominant
agricultural and the non-dominant non-agricultural sectors (presumably
both capitalistic in organization) are not clearly spelled out.
It seems quite clear, however,that to the Classical economist the
agricultural production sector was also the capitalistic sector
in the sense of Arthur Lewis, i.e. the tripartite division of labor
of Smith, with capitalist farmers renting land from the aristocracy
and hiring labor is as close a representation of the profit maxi
mizing capitalistic method of organization a la Schumpeter as one
can find.
It is thus not an accident that both the Classical theory
and the development theory of Lewis encompass notions of institu
tional economics if we may designate concentration on the method
of organization of production in this fashion.

For transition
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growth as distinc t from epochal growth involves two dimensio ns of
evolutio n: the way resource s are utilized and the way methods of
organiz ation are modified .

This second conside ration may be trivial

for an economy already in the modern growth epoch.
Mature sociali st economi es differ from mature capital ist
economi es in the type of producti on organiz ation they have chosen
but in either case they stay relative ly put and are judged by
their ability to solve complex issues of modern product ion.

The

differen ce between Lewis and the Classic al school, however , is
that while the latter did not concern themselv es with organiz ational
evolutio n, just as they did not concern themselv es with technolo 
gical. change, the evolutio n of organiz ational choices really lies
at the heart of the division of producti on sectors into capital istic
and traditio nal and.is central to the Lewis turning point thesis.
If pushed to the logical extreme , the arrival of the turning
point is really the result of a race between capital accumul ation,
represen ted by an upward shift through time of the margina l product
curve M ~ ~ in Diagram 1 to determin e the amount of labor absorbed
0 1 2
E ~ ~ etc., and the amount of labor availab le, related to the
0 1 2
initial labor surplus and to populati on growth, represen ted by the

0.

populati on growth curve shown in the lower diagram along P P
0
absorpt ion-fina lly catches up with labor supply at the turning

Labor

point when the reservo ir (represe nted by the horizon tal gap between
the labor.fo rce growth curve and the capital istic sector employment
path) is exhauste d, at point T.

While Professo r Lewis himself

abhors such dynamic formulis m he neverth eless makes it clear that
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it was the savings pushed growth of this type that was the essential
driving force for solving the development problem.

In this sense,

in spite of the claim of many of his critics, he has never, in fact,
neglected agriculture or emphasized industrial expansion as the main
savior.

His is an operational dualism which emphasizes the crucial

role of the traditional sector in generating the necessary savings
to enable therace between population growth and labor absorption to
be won.
Professor Lewis is, of course, aware of the fact that the
meaningfulness of the postulation of two sectors hinges on its
operational significance.

On

the surface there are two "constant"

wage rates for the capitalistic sector w, and for the traditional
sector w',represented by the two horizontal lines in Diagram 1
such that there is a wage gap ww' which attracts labor into the
capitalistic sector provided employment opportunities can be found.
Beneath the surface, "the non-capitalistic sector serves for a time
as a reservoir from which the capitalist sector draws labor .. "

1

We may quickly add that because of the demographic transition this
pool is also continuously being augmented.

Thus the unlimited

supply of labor which at a given wage rate w' is available to the
capitalistsector will, for some time, exceed the demand.

This is

really all Professor Lewis needs for his purposes,namely the analysis
of transition growth in the context of a functional income distri
bution-determined and savings-pushed growth.

The reservoir of

labor in his dualistic model corresponds to disguisedly unemployed

1w.

Arthur Lewis, "Reflections on Unlimited Labor," _International
Economics and Development, 1972~ p. 76.
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labor in all kinds of occupations, i.e. retail services, distribµtion
etc. and is explicitly not restricted to the agricultural
sector.

Dynamically speaking, the reservoir is fed by population

growth as well as determined by the size of the initial pool of
underemployed in all such activities.
Lewis' unlimited supply of labor condition, like Keynes' con
sumption function, represents a key behaviorial assumption on which
many others have been able to build.

One apparently innocent

extension of Professor Lewis' work, in fact, may represent a poten
tially very important departure, i.e. that of substituting or aug
menting his organizational dualism with product dualism.

In the

realm of substitution there exists a long tradition of two-sector
models in the economics literature as illustrated by the well-known
neo-classical two sector model of international trade and other
neo-classical models applied to development.

Some such models

involve food and clothing, a two commodity specification a la
Ricardo and Heckscher-Ohlin, with the emphasis on intersectoral
resource allocation and taking into consideration both production
and consumer preference conditions.

More generally, in addition

to intersectoral commodity flows, such models

can focus on inter

sectoral relations including migration and capital mobility.
Once product dualism is added, rather than simply replacing
organizational dualism, we have a potentially much richer broth,
permitting us to analyze important intersectoral issues in the
context of development phasing.

Lewis himself still seems not
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fully aware of this distinction: "Other writers with different purposes
have made different divisions.
industry and agriculture. 111

A now popular division is between

The point is that Lewis' own purposes

might well have been better served by superimposing product dualism
explicitly on his organizational dualism.

The reason for this is

that intersectoral analysis really must lie at the ·heart of a mean
ingful dualistic development theory.

As Kuznets' modern economic

growth concept indicates, the speed, spread and structural changes
of an economy focus our attention on intersectoral changes of the
product type.

When the contemporary LDC, on the other hand, attempts

its transition from agrarianism to modern growth, the key structural
change is, in fact, the anticipated growth of the capitalist non
agricultural sector at the expense of the traditional agricultural
sector as proxied by labor allocation and/or the percentage contri
bution to value added.

The two sectors are, however, neither

organizationally symmetrical in the input-output sense· nor in the
product content sense.

In fact, the impediments to reaching the

turning point center on the commercialization of the agricultural
sector as a pre-requisite.

All essential intersectoral issues,

not only the intersectoral allocation of labor but also intersectoral
conunodity and financial markets,represent crucial links for determining the success of the transition growth process.

2

We need to

be in a position to analyze the full range of interactions between
the two ~~ctors.

This forces one to move beyond organizational

dualism and to incorporate important aspects of product dualism as
well.

1w.

Arthur Lewis, "Relfections on Unlimited Labor", International
Economics and Development, 1972. p.76.
2

See, for example, the authors' Development of the Labor Surplus
Economy: Theory and Policy, Irwin, 1964.
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It must, of course , be recogn ized that the attemp t to captur e
of
the full interp lay of the two sector s with a focus on both types
equa
dualis m also requir es delvin g more deeply into the behav oristic
tude
tions which need to be postul ated in order to determ ine the magni
of these variou s flows over time.

Any such determ inistic model is

furrow
certai nly not Lewis' cup of tea, but he is happy to let others
the field he has laid out.

What he does find somewhat annoyi ng is

s
the persis tent questi oning by those who want to build such model
based on a fully determ ined real wage in agricu lture.

This touche s

to
on a sensit ive nerve becaus e the questi on appear s to be so basic
and
the thesis of unlim ited supply of labor, and yet Profes sor Lewis
will
his follow ers cannot provid e a cohere nt, rigoro us answer which
"The model does not attemp t

satisf y modern analy tical econom ists:

this
to derive the conve ntiona l wage: as in the Classi cal system ,
•••
depend s not only on produ ctivity but also on social attitu des"
er
Lewis barely concea ls his irrita tion when he states that "wheth
of
margi nal produ ctivity is zero or neglig ible is not at the core
fundam ental import ance to our analy sis.

It was probab ly a mistak e

led
to mentio n margin al produ ctivity at all, since this has merely
to an irrele vant and intemp erate contro versy. "

1

Almos t by defin ition,

any "insti tution al explan ation" of the level of real wages can
never satisf y the card-c arryin g theor ist.

But the key point is that

much of the contro versy betwee n the so-cal led Classi cal and neo
a
Classi ca~_p ositio ns on this very point may really const itute
misdi rected search for concre teness .
111 Reflec tions, " op. cit., p. 77.

The persis tent challe nges
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by modern analytica l economist s concernin g a coherent and rigorous
determina tion of the real wage have stimulate d the search for the
construct ion of a rural real wage theory down to the present time,
taking into account many specific micro peculiari ties of rural
1
Many arguments have focussed
organizat ion and tenure arrangeme nts.
on the attempts to demonstra te that the marginal productiv ity of
labor is not, in fact, zero, i.e. that the real wage may, in fact,
simply not be as high as the marginal productiv ity of labor.
have tried to explain the

2

Others

empirical fact of a gently sloping real

wage by elaborate assumptio ns on the agricultu ral productio n func
3
tion within a basically nee-Class ical context.
The real wage, in fact, really has three basic elements of
significa nce.

On the one hand, from the point of view of factor

rewards; it has distribut ional significa nce.

This, when combined

with assumed Classical savings behavior, attribute s savings mainly
to income from property and can be fully explored in the context
of a one sector growth model.

On the other hand, it also has

allocatio n significa nce, an aspect which is fully explored in
general equilibriu m theory, namely in relation to the equalizat ion
of wage rates among productio n sectors as a key condition for
allocativ e efficienc y.

In this respect the allocatio n significan ce

of the real wage is manifeste d in the context of any two-secto r

1e.g. the work of Bardhan, Srinivasa n, and Rosenzwei g.
2Thls~ rather than the conceptu ally,as well as statistic ally,
unlikely event of zero is certainly what most of Lewis' followers
had in mind,and on paper.
3see, for example, Kelley, Williamso n and Cheetham 's, Dualistic
Economic Developm ent, Chicago Press, 1972.
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model.

The notion of an unlimited supply of labor model as developed

by Professor Lewis refers mainly to the distributional significance
of wages.

However, when the notion of unlimited supplies of labor is

extended to a two-sector world, with product dualism superimposed,
the wage rate takes on an additional allocative significance since
it is the main regulator of the allocation of the labor force, as
well as of the determination of the terms of trade and of inter
sectoral exchange in the context of a mixed economy.

Intersectoral

labor, commodity, and financial markets become crucial and the food,
non-food content of the two sectors assume

its

own special impor

tance within a general equilibrium context.
A third and final element of significance of the real wage
relates to its impact on technology, an issue especially~-bu t not
exclusively--se nsitive in the non-agricultura l sector of a dualistic
economy.

This is another big subject, related both to technology

choice, given relative factor prices, and to the inducement of
technology change in one direction or another depending on the
expectations with respect to future relative factor price movements.
While Harris and Todaro 1 have analyzed the wage and expected
employment in the industrial or capitalistic sector as the regulators
of the intersectoral rate of labor migration.other extensions have
included a focus on the closely related intersectoral commodity
and financial markets and on the size and direction of induced
innovat~v~ activity.
1 "Migration,

Unemployment and Development: A two-Sector Analysis"
American Economic Review, March 1970.
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Lewis knows, as well as his critics, that once one abandons
the marginal productivity theory of the real wage one is hard put
to construct a credible alternative; this is true even for the
advanced countries where institutional forces and attitudes towards
It is easy enough to

collective bargaining also play a role.

construct arguments and alternative models for the determination of
the real wage.

But after the model is constructed one also has the

right to ask the following question: if an already relatively
abundant labor force is being augmented very rapidly by population
increase and/or by labor saving technology change, is it not true
that, in whatever system is adopted, the real wage is not likely
to be rising very much over a considerable period of time?

If

that is so, and there is presumably no basic disagreement here,
empirically speaking, Professor Lewis, one suspects, would be
perfectly happy to accept whatever theory one might want to con
struct leading to the relative constancy of. the real wage over a
considerable stretch of historical time.

1

In his work he was

simply assuming that those basic conditions are met--which freed
him to focus his analysis on the issues he really cared about, the
distribution of income,and the process by which a 5% saving rate
gradually yields to a 12% saving rate as the capitalistic sector
exerts its increasing dominance in the course of transition growth.

1

In. this sense, we may note again the analogy with the Keynesian
consumption function. We all know its operational significance as lying
at the heart of Keynes' system, i.e. aiming at the determination of
income with the help of the multiplier. It was much later that analytical
economics began to explore the precise behavioristic foundations of the
consumption function, e.g. whether it rests on the foundations of the
Slutsky equations,generally on the work of Patinkin, and to what extent
other than income factors affect consumer behavior. To Keynes such
theoretical niceties were also somewhat secondary, his main objective
being the use of the consumption function for a larger analytical purpose
rather than complete agreement on its derivation.
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Almost three decades have passed since the theoretical construct
of unlimited supplies of labor first made its appearance.

As with

all ideas,it did not emerge full-blown from the brow of Zeus but had
its antecedents; much additional construction, some glittery some
faulty, has since been added, and much controversy has swirled about
the edifice.

But no one will dispute that it has been and remains

impossible to write about development without reference to Arthur
Lewis' contribution.

It has become part of the precious and unavoidable

core of the profession, rising above disagreements, extensions and
polemics.

